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<~ ., In Phase III .0f this proceeding, we will-considexr i ... .-
revisions to the methodology used for calculating avoided-cost:ri ..
payments from electric utilities to power producers from whom they ..
are required to buy electricity (qualifying facilities, or QFs).
In this decision, we adopt an interim modification-to*the-existingw-
avoided energy cost methodology prompted by changes in.the way
electric utilities procure natural gas. IREPARE
2. und - S R L 4 S S
~..0n August 1, 1991,  fundamental changes' took place in the
way that gas utilities sexve their utility electric..generation:
(UEG) customexs (See Decision (D.) ‘90-09-089). ..One; change: .
resulting from that decision is that the gas utilities no. longer
have a:noncore portfolio and, therefore, no longexr publish .a. .
noncore portfolio price. This change is important to .electric: - -
utilities and. the power producers from whom they are required to: -
buy electricity pursuant to the federal Public Utility Regulatory .. .
Policies Act of 1978. The Commission requires 'that each.electric~ .
utility post quarterly energy price offers intended .to. represeno :
the utility’s own avoided costs foxr: the coming quarter. .

"In a series of decisions beginning with D.91109,. the
Commission established a methodology for the'electrxc.ut;l;txesatOM.»
follow in making that posting. . When the fuel on the margin-.is.. .-
natural gas, the utility must apply to the calculation. .its weighted:
average cost of gas (WACOG). If it includes: noncore. gas in .its UEG™
supplies, then the utility must use the noncore WACOG for that
portion.

Prior to August 1, 1991, the cost of natural gas was
fairly readily determined. For example, Southern California Edison
Company (SCE) based the cost of natural gas on gas volumes, o
transm;ss;on rates, and charges contaxned in Comm;sg;on dec;s;ons
and advice letters filed by, Southern California Gas Company. QFs
ox other lnte:ested partles were able to refer to the gas portfolmo
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prices and transportation tariffs to do their own gas-costi ™. .

calculation. . However, since the -gas: utilities ceased.publishing a
noncore portfolio price .as of August-1l,: 1991,  a new means must:be:.
adopted foxr calculating avoided energy costs.l : Ly

. In Phase III of this proceeding, we plan’ to cons;de: as o
new~pricing methodology. However, we must adopt an approach to-be -

used by the electric utilities in the interim. o
Pursuant to an Assigned Commissioner’s Rul;ng

(February 15, 1991), the Commission Advisory and COmpllance

Division (CACD) conducted. a workshop on March 14, 1991, to seek

consensus on & new interim gas-price benchmark. - CACD was directed: .-
to file a workshop report summarizing the paxties’ proposals:and 7' .°
reporting any agreement reached at the workshop.  In the absence of -

agreement, CACD was directed to include, in its report, its own.

recommended interim approach. By lettexr dated March 18,.:199), CACD :
xopresentatives reported the workshop results to- the administrative:

law judge then assigned to the matter. 'The lettex: indicated: that .
agreement had not been reached. On March'22, 1991, the: assigmned
commissioner -issued a ruling calling for-a second workshop (held . ..

Apxil 8, 1991).. The purxpose of the second workshop was to further:
encourage agreement on an interim. benchmark formula. Despite the

concexted efforts of several parties,-agreement did not result. . °

Parties were allowed to file poat-workshop;comments;:“OnﬂAprilnBO;
1991, CACD released its workshop report,: wh;ch included' its:
recommended Lnterxm,approachﬁ.. . ‘ R
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1 An except;on to th;s is SDG&E because Ln D 90 09 089,\wQ :~:“:t
permltted SDG&E to continue to supply gas to its noncore cuStomers,

including - its UEG customers. . As ‘a result, SDG&E. continues to sell.:
UEG gas at a tariffed rate, which provides a basis for computing

avoided cost in the same mannoxr as SDGSE has done prior to our gas‘””

restructuring.
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The CACD recommendation drew upon the proposals«of the .~
parties but didfnot.resemble’any~other%specific;proposal;w‘Parties
were theon provided with a formal opportunity to commentcon: the CACD:
proposal. Concurrent comments were .filed .on June:21,.199Lk.w -

" In their comments, several parties objected to the
adoption of the CACD proposal and. expressed-a preference.fox: ...~
hoarings to consider the\merits of alternative-approachesrand‘to<

but acknowledged that there was not: adequate time" to hold- hearlngs
and issue-a decision prior to:Augustol; 1991 ~SCE wentra step"
further and asked that hearings be held, although the:adopted..:
solution is intended to be interim in’ nature. .SCE offexed:several
issues that ‘it argued should be resolved. in- evidentiary: hearings... -

In a ruling dated July 1, 1991, the assigned commissioner -
set hearings on the proposed intexim methodology. -The hearings
were held commencing July 29, 1991.": Since we knew.that a decision: -
based on the those hearings could not: be issued:before Augqust-l,
1991, we issued D.91-07-052 in which we directed-the electric. .
utilities to use the existing methodology for the quarter beginning.
August 1, 1991. Since there was no noncore. WACOG:in effect on:. .. =
August 1, 1991, we instructed the utilities to apply the noncore . -
weighted average cost rate in effect on.July-Bl, 1991 for: this:one=--
time calculation. P T Ot A R A

Hearings on the: interxm.replacement for. the noncore: WACOG:
were held July 29, 30, and 31, 1991, and August 8, 1991. Testimony”
was offered by SCE, Cogenerators  of Southexn California (CSC), San
Diego Gas & Electric Company (SDG&E), Pacific Gas. and Electric
Company (PG&E), the Divis;on of Rdtepayer Advocates (DRA), the
Geothermal Resources Association and the Independent Energy
Producers Assoc;atxon (GRA/IEP), ond the Callfornla Cogeneratxon
Council (CCC). The proposed decision was mailed. on- September 23,
1991, and various part;es filed comments._ This decisxon has been
modified to reflect the comments where appropriate.




X.89-07-004 ALJ/SAW/p.c *

* With the exception of -SDG&E,. the:parxticipants.in:these: - -
hearings 'support one of two .different.methods for replacing. the - - ..
noncore WACOG in calculating avoidedwenexrqgy ¢OSts on. aninterim. .-
basis. The QF parties (CSC, .CCC, .and GRA/IEP) support the CACD
recommendation that an index be established, relying on :public .. -
predictions of spot-market gas.prices for gas. to be purchased: from .
certain relevant production basins. :SCE, PG&E, and DRA suppoxrt the-
use of recorded UEG gas costs for a given month to calculate.: .
avoided energy cost.payments two or three months later. . All. -
parties agree that the quarterly . filing process, undexr which a.. - . :
preliminary posting was made 30 days priox to the beginning of each-
quarter, should be scrapped.‘-Instead,.allﬁparties+ask:to;have,new»,
energy prices posted monthly. S RV

The formula used:to calculate avoided energy -costs, - priox
to August ‘1, 1991, -took into account the percentage-of:UEG gas that.
was purchased from the coxe portfolio as opposed-to the noncore .. .-
portfolio. .It has generally been-assumed.that the.poxtion of.the

avoided energy costs reflecting core portfolio purxchases: would . . ,

continue to be calculated as it has been before. .SDG&E intends to. -

purchase all of its UEG gas from its core porxrtfolio-.and has thus ..

not expressed an opinion as to the appropriate replacement.for the .

noncore WACOG. SDG&E has, however, expressed its support.for = - -

changing:from a quarterly to-a monthly posting process.: -

3-1 CACD" .. . : Co T e

' . .CACD describes its proposal as follows: -

' "CACD believes the price which represents.the.
non-core subscription portion of gas should
include a commodity price and an interstate:
transportation rate.. This price will represent
the California boxder price f£or volumes that
are not core subscription just as the core
WACOG represents a California boxdexr price for
core subscription volumes. The two portions,
core subscription and noncore subscription,

should then be adjusted to xepxesent intrastate
taxiffs and UEG service level elections. This
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will best represent avoldedcgas cost On. an:
xnterxm bas;s...n‘: Cow ; P

"The ;ndex we recommend for the noncore
subscription portion is adapted from those
presented by the QF coalition at the second.: '
workshop. CACD recommends that the Commission
adopt a consistent method for all utilities.
which weights the prices of different supplyf"'
basins accessed by the utilities then adds. on
interstate transportation costs to arr;ve at
the California border pr;ce. L

"CACD- recommends that each individual bas;n costf
be the average of the price recorded by Natural
Gas Week, Natural Gas Intelligence, and Inside
FERC for the first nonholiday day each month.
The utilities should make their postings on the .
first Monday of each month. IXf these two days '
coincide, the utilities should make their o
avoided costs postings on the second Monday of .
the month.

"CACD recommends that the utllltles Lnxtxally ,
weigh the supply basin prices accorxding to a
forecast based on historical throughput on the-
various pipelines each utility has access to.
This information can be dexrived from utilities’
most recent Annual Cost Allocation Proceeding/ .
Biennial Cost Allocation Proceeding (ACAP/BCAP) .
proceedings. CACD recommends that the firm =
transportation rate be used as the adjustment

to supply basin indices.

"As additional pipelines come on-line ox- utility'
procurement strategies change significantly, .- .
CACD recommends that the utilities consult with
interested parties regarding the appropriate .
index and weighting to use to represent the
noncore price. A reopener is unnecessary to
accommodate these changes.

"CACD recommends that the protest per;od remain ...
the same with only the potentlal for upward ’
adjustment of posted prices. The prefiling
requirement would be removed. o

"CACD recommends that the Commission require the
utilities to submit an annual report which . -
indicates the monthly gas price undex the index
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approach, recorded:approach, and the coxe - ...~
WACOG. This document will allow. comparxson -of-
the different approaches and should greatly
assist the administrative law .judge in SRS
Phase III of this pxoceeding in assessing. the"
methods we [considered in the] workshops-

“The intexrim approach the Comm;ssxon chooses. to
adopt should in no way be considered an. .
endorsement of that approach in Phase III. -

CACD agrees with PG&E. that ‘...the Commission -
should adopt a provision that requires
revisiting of the adopted approach in two
years...’ if the Phase III proceed;ng has not

yet begun.~ ‘ B ' o _

SCE proposes a now meﬁhod for‘calculating‘aVOiﬁéd enerqgy
costs, relying on recorded- fuel costs incurred Py SCE"in generating
electricity from its oxl/gas generatlng units. SCE argums that
these units are "on the margxn" and therefore are used to respond
to changes in electrxcxty requlrements. SCE argues that by
including both recorded oil and gas ¢osts in the calculotlon, the
avoided cost energy payment calculation is simplified in'.that SCE
would not have to forecast its il and.gas fuel mixed. The costs
incurred by SCE to generate electrmcity would be used to. determxne
the payments to QFs for electric generaczon that would occur two or
three months later.

In its testimony, SCE stated. that it would.calculate its
recorded fuel costs by“dcriving’iour)volocs:f;om ;t$:moﬁ£ﬁ;y Fuel
Commitment Statement: . .- s T e

*1. The amount of gas burned on the Edison. .
system that is used directly fox generation
in the oil and gas system, ’

The total commodity cosp of,tha€ g4s%mf,t?“3”
The amount of oil burned on the Edison.

system that is used for generation in the
oil and gas system; and o S

The total cost of that’ o;L.‘('
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The amount of gas - used forx. generatron.would’be equal to
the total gas buxned, less gas burned for other purposes such as
igniter fuel for coal plants and gas used at rsolatedlgeneratrng
units. The total commodity cost of gas used dirxectly for .
genexation would be dexived from the data in the Fuel Commitment
Statement by'subtractrng, from the total gas cost, all gas. .cost..
components that are not commodrty cost-related For exampleﬁ . -
demand charges, customer charges, and transportatlon charges would
all be subtracted. The oil prrce would be based: on the/recorded
cost of fuel burmed. The avorded fuel cost would be the ‘sum of the
recoxrded gas commodity COSts. (rncludrng associated transportatron
costs to the California border) and orl costs, drvrded by total oil
and gas British Thermal Units (Btus)

SCE proposes that certarn costs be 1ncluded or excluded
from the calculation based on whether or not they-are avordable as
a result of QF generatron. SCE. argues that costs can be j
categorized as follows: P R P i

Included Items: . .0 . h e

Cost of oil purchased, dncludrng taxes and

transportation :
Adjustments to the cost of ofil CoL L s
Commodity cost of gas purchased,‘all supplxers‘j

Adjustments to the cost of gas

Interstate gas transpoxrtation charges

Charges associated with the G-STOR progxam .

Gas refunds o
CPUC-imposed interstate volumetric surcharges'
imposed on all noncore customers.

Excluded Items-'*f”f"”.

Cost of other fossil fuels used by combustron Mf
turbines and diesel generators ,

Gas demand and transportation’ charges ‘from PGLE
and Long Beach e
Gas for Mohave and Foux Corxmers .= “[7n -
Chaxges assocrated with the G-STAQ program T
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- -Southexn. California Gas Company use=orx=-payrand.:
take-or-pay charxges ox penalties, such as .
“undexr the-August 1, 1991 serv;ce lever o
structure . - . C o

3.3 _PGEE
' PGLE offers an approach ‘which appears s;mxlar to 'SCE’s i
recorded cost methodology. PGSE calls Lts versxon an "actual cost"“

approach, and describes it as follow ’

*The actual UEG self-procured gas costs will be
- calculated based on the actual payments made to -
suppliers plus any costs to transport the gas
"to the California border. The weighted avorago
cost pexr MMBtu (million Btus) will then ‘be:. R
derxived by dividing the total c¢ost by the total,
MMEtu received at the Cal;fornxa border. ‘ v

"UEG gas costs will be determ;ned the month o
following the date of the actual purchases (the
rinvoice verification month’), and will reflect
the UEG’s actual out-of-pocket costs. UEG
self-procured gas costs for purposes of
computing QF avoided cost payments will be
calculated by the last working day of the
invoice verification month, i.e. more=-or-less
30 days following the UEG gas consumption ,
month. For example, the August gas costs will
be finalized by September 30, and will be o
available to calculate the avoided cost to be .
paid to QFs for enexgy generated during cY
October... , 5 o

"Any adjustments that occux after the invoice
verification month will be infrequent and w;ll
not likely be significant. Such adjustments
could be in either direction and could occur
for limited reasons such as erxrors either in
the measurement and/oxr allocation of gas or -
changes, in the volumes of gas resulting from .
the prospective imbalance tradxng program as. .
provided by the CPUC. . . ' LT

"In addition, adjustments after the invoice
verification month will be confined to the
month in which they occur. Using August self-"
procured gas costs as an example again, any
updating after September 30 would be applied to
the month in which the update coxrxection was
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identified. and verified. .Specifically, . if
during Octobexr:an adjustment was: Ldentrfxed for
a particular supplier for gas purchased duxing '

August, then the adjustment would be rncluded

as a part of the October gas costs,t, A

DRA supports the utility'proposals;‘ ThefQF"parfies
support CACD’ s proposal, although 'some QFs would propose minox
modifications. GRA/IEP recommends that the ut;lxtres routrnely
make their avoided cost postings on: the second Monday of each month
and that the gas. prrce reflected xn ‘that postlng pe” rn effect until
the second Monday of the subsequent month. - CCC proposcs other
modifications, which will be addressed below. -

4. Discussjion - SRR T

We have two interim approaches before us., On balance, we
find that it.is more appropriate to adopt CACD’s proposed ~index
approach. For reasons that will be drscussed below,,we frnd that
the concerns that have been voiced about the index approach can be
adequately addressed through modlfxcat;ons to. CACD s proposal to
allow us to apply the index approach on an rnterrm basms.

In Phase IXX of thxs proceedlng,,we wmll reexamrne the
process for determan;ng avoided enexgy costs. ' Oux: ‘goal in this
decision, is to adopt an Lnterlm solutlon to the dllemma caused by
the elimination of the noncore portfollo while retalnxng the
character of the prrce-sett;ng approach currently 1n effect.

The choice offered here is very: much the same one faced
by the COmm;ss;on when it first’ approved the ut;lrtres’ standard
offer contracts for QFs:  a. choice between prices basedwon
forecasted fuel costs and prices based on prior perlod fuel costs.
Here is how the Commission explained its choice at the time: > -

“Many of the parties were concerned with the - 5
fuel costs used in determining. the avoided
energy costs. Concerns were raised whether
- foxecasted .fuel praces, prlor perlod fuel .

S

. =
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prices, or retrospective .prices should:be lused:
and -how the. determination of 'the marginal fuelg\
at-any. part;culcr t;me would be<made-,,:v..h .
"Currently, the: energy prxces are set by SR -
utilities at the beginning of the quarter and
QFs can anticipate that payments will be based’ "
on those prices throughout the -
quarter...Adjustments are not made at the end -
of the quarter to xeflect actual conditions
during that quaxtex. This procedure gives QFs .

a clear and predictable price upon which they '
can base operations for future periods, but. it-
also results in a relatively less accurate =
determination of the short-run operating costs
than if prices were established: retrospectxvely S
with fuller knowledge of what actually .
occurred. Some suggost;ons were made in the
proceeding that the prices be adjusted at the-
end of the quarter to reflect actual prices

paid during the quarter for fuel. Payments to
QFs. would be retroactively adjusted at the end.
of the quarxter to coincide with actual fuel
prices paid during the quarter.

"We conclude that the current procedure of
prospectively establishing prices is
preferable. This procedure gives QFs a clear:
price signal from which to determine its
operations for the upcoming quarter. In
reaching these prospective determinations, we
will attempt as accurately as possible, to .
project the fuel mix which will oc¢cur in the
future quarter. Any variations in the.
projected price should likely be as h;gh as
they would be low, and deviations should’ cancel
out over time. Retrospective adjustment would.
undoubtedly create significant controversy, be |
cumbersome and destabilize the market for small
power producers." (D.82-12-120,. 10 CPUC 2d -
553, pp. 620-621.) . o . L

In the current instance as well, the utilities propose theuse .of
histoxical costs, instead of forecasts, to form the basis'of enexgy
payments to QFs. In its prepared testimony (Exhszt WS, pp. 9 and
10), PG&E acknowledges that the- ;ndex.approach is: “guaranteed" to
correspond well with the noncore WACOG, but questions whether
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mimicking the noncore WACOG is: the most accurate:way to calculate.n.in
avoided costs. If we want.the avoided enexgy costs payments to be.

precisely ‘equal to.UEG gas costs, . then. a recorded approach should . " .

be used.  However, as discussed below, we are not convinced that -
the index approach as modified will produce significant. : /7'
inaccuracies. For now, we choose: to:adherxe .to .the principles of

D.82-12~120 by sacrificing some possible precision in exchange: for - -
a more predictable, less controversial calculation. In-an..efforxrt .
to make the enexgy prices more accurate. over: time,.  the utilities:

would ensure. that actual fuel .costs would:not have:an impact on: -
avoided cost payments until some months after the costs were .

incurred, require cumbersome verification procedures to:assure  thew:

accuracy of utility calculations, “encourage repeated controversy .

suxrounding the .calculations, and subject QF payments to frequent -

tinkering and adjustment as the recorded cost data.is refined. We
need not make such fundamental changes .to the calculation-of. ..

avoided energy costs as part of an interim solution.  We-had best-. .
not take on the potential consequences- of an-historic .cost approach:

without the more careful analysis we hope to give this issue in ..o
Phase IIX. : Sy s e L ,
There are numerous issues raised by parties concerning.
the implementation of an-intexrim methodology, many of which also
reflect on the mexits of adopting the index approach.- Wer will oo
discuss each issue below. T T N

4. en d - ing: ‘Posting - . ... . ' i Lon

- Currently, the utilities-'are required to post new-energy'.

T

prices: each quarter. B Preliminary postings ‘are released ‘a month in:::
advance, giving QFs a month to file protests if they disagree with -

-~

the uwtility calculations. All parties now request:-that the: -
quarterly filing process be replaced:with a monthly filing. The

preliminary posting requirement would be eliminated and QFs would . -

still ‘have 30 days in which to file a ‘protest.” Although this. .. .

represents a fundamental change in the posting process, it.is a:.~.v
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change which everyone wants. Although:the QFs will- forge .the ... - .
stability and' longer planning horizon provided when the: same rates:
are in effect: for three.months, all .parties gain'the advantage of .
allowing avoided cost energy-prices to be.more responsive to.. . . -

changes in gas prices. - We will adopt this change.
Since the published. forecasts ‘of monthly gas costs may

not consistently be .available prior to:.the £first of the:month, it ..

is possible that the utilities may not :always be able to .post new.

energy prices on the first of the nmonth. . CACD recommends: that new .

prices be posted on the first Monday of each month. . SCE proposes
that the prices be posted on the Thursday following.the fixrst ...
Monday, effective the first -of 'the month.: CSC. recommends»postlng
on the Thursday following the first Monday, effective on theﬂsecond

Monday. GRA/IEP suggest posting on the .second Monday, effective -
the second Monday. We will adopt.the GRA/IEP . approach because it " :

is the simplest (prices effective the day they are posted).,:
increases the likelihood that the published.forecasts will. be.
available on time, and provides for prices that will only be . -

applied prospectively. If a published index is-not available:for.

timely use, the utility should rely on those indices that are -
available. YRS . R TR DU
Undexr this. approach the f;rst new "posting would- not -

become effective until the first time. a second Monday of:the»monzhaq
occurs after this oxrder is signed. Normally, the avoided:costs... -.
posted on August 1, 1991 would remain in effect until Novembexr-l, . .

1991. To.bridge the gap, the ¢current avoided costs will: remain in
force until the first post;ngs in-compliance with this order become

effective. . . . B T S I RS T U S S S P P

4. in W Dol T T ' el i
.The cost of gas:differs. depend;ng on its-source. In

order to accuxately forecast the UEG cost of .gas,: Ltvxsrneceésary~w~

to know the relative amouats of .gas that will.be purchased from .
various basins. . - 0 Lo 0 T o
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. The .challenge of producing. accurate. forecasts -of basin .
we;ght;ngs has been xaised by SCE,: PG&E, and DRA-as a.criticism of-
the index approach. The utilities.and: DRA point out thatan - ...
inaccurate forecast of basin weightings could add several . million-
dollars to ratepayer costs. CACD proposes that the basin . ...~
weightings be fixed, based on historical throughput information -
derived from ACAP/BCAP proceedings. However, the utilities and DRA "
argue, basin waitings may fluctuate throughout the year-depending .. -
on availability and price. The utilities also argue that: fixed
basin weighting assumptions will. provide an upward bias to . QF -
payments, since the utilities are likely t¢o adjust their basin
takes in oxder to lower the cost of gas. - . e L

One way to reduce inaccuracies resulting from .the use of -
fixed basin weightings would be for the—utllltLeSfto.forecastwbaSan
weightings each month. SCE,. DRA, and PG&E. argue that a majoxr
attraction of the index approach (the objective nature. of the '
calculation) is undermined if the utilities. must predict the basin -~
weilghting likely to apply in a given month.  :Although a'monthly -~ .-
estimate of basin weightings by the utilities addsa:layer of ..
judgment to the process, it is the best way to. increase the .
accuracy: ¢f the monthly enerqy cost forecast. - To minimize
controversy resulting from this exercise of. judgment, we will
direct the utilities to provide specific information about the . = -
basin weightings at the time each: posting is made. . o
4. ian Su les A SO 03 U

As proposed by CACD, monthly gas cost forecasts:would be .
derived from certain published indices that predict spot-market : -
prices for gas to be. purchased from: basins. in: the Southwest. - SCE
argues that the use of these published.indices: may be -insufficient, !
since the UEG customers may procure gas from Canada as well.. If-. -~
Canadian sources of. gas will be used in-a given month, the> utility .
should be able to. include a pxojection of .amounts  of Canadian gas -
to be purchased that month. :The same. publications:relied:on for . . .
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Southwest basin prices could be used for Canadian prices.. . Several .
parties have questioned the existence of a publication offexing a' -
reliable forecast of Canadian prices. We .intend to:-‘use the ‘best
forecasts available. If all parties active in this phase of ‘the' -
proceeding can agree on other sources of Canadian: price :forecasts -+
upon which to xely, we hereby approve the use of those souxces fox
Canadian spot-market- pr:.ce forecast:.ng, B Rln ot to
4.4 Long-term Contracts o o T e L ey e

- SCE’s witness Curtis Xebler testified that his .company’
has sola.c:.ted bids for multi-month gas supply contracts, has: -
received bids that offer discounts. below prices reflected in the. .~
spot-market index, and intends to enter into such' a contract. The '*
utilities and DRA arque that a rigid reliance on spot-market prices
would bias. the prices to the detriment of ratepayers. ' The' QFs: :
arque that long-term contracts: do not always: result in. lower costs
and that they are willing to take the risk that the spot-market -
prices may be lower than.actual UEG takes pursuant to long-term
contracts. . SCE responds that in light of the current; abundance of -
gas, suppliers. should be willing to make f;rm supply commitments. at:. .
prices below the spot market. - R L I S B E AT

It is not obvious that, ovexr the course .of time, spot-'. "
market prices would remain higher than prices offered under firm.. - -
contracts. . . If supplies remain abundant, ag SCE suggests, then '~
suppliers should be motivated to reduce spot prices to:.move more . -
gas. If supplies become constrained, then long-texrm contracts . .~ - -
would become moxe ¢ostly. Further, Kebler testified-about:
solicitations for bids covering prices for some' unspecified: numbex. >
of months. His testimony does not suggest that: SCE is seeking :* '.uv)
long-term price security oxr that it would be purchasing. significant -
volunes of gas under such arrangements.  We are not' .convinced: that'. :
long-term contracts are likely:to have a significant -impact: on UEG: .
gas costs in.the short term. Thus,: we -will not regquire a - -~ ...
modification of the CACD proposal concerning long-ternm contrxacts..
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If history proves. us wrong, then thisiissue can:be reconsidered: in:
pha,se L. e SR ST L R AL T S PRI s PR TR EEADSTN
' - To accurately-m;mac the" current\avoxded cost: methodology,»

the interim gas benchmark should reflect both interstate and-.
intrastate rates for transportation. The gas utilities- LDCs)-
¢urrently hold firm rights over the interstate pipelines:’” Under
the Commission’s new serxvice level program, gas.customers can .
select the level of service which they wish to obtain -on the . .iaool..
intrastate system. . 'The rates which:they pay:to the LDC reflect
interstate transportation as well as intrastate rates as a.bundled
rate. Therefore the serxvice level election by the UEG effectively. -
determines the full transportation rate for. gas. transported under
the LDC programs. Since Southern California Gas'COmpany"(SoCalGas)"
and PG&E have held the open seasons for themr'programs, ‘the:-UEG’s.
service. level elections are already known.. S T

For gas transported over the interruptiblewqueue,uit
would be appropriate to use-the interruptible Federxal Energy. .
Regulatory Commission (FERC) tariffed:rate fox interstate:
transportation portion and the: intrastate default .rate £fox:the
intrastate portion. . o K ' ST

Parties have raised the issue of how to-deal with -
Transwestexn’s discounted interruptible rates. ''DRA:has proposedf
that as a proxy for gas transported' over-the Transwestern system =
that the FERC interruptible tariff for. El Paso from the Permian
Basin be used. Parties were generally supportive of ‘this. approach. .
Since it is-expected that Transwestern’s discounting .will make"theﬁw
rates of the two companies wvirtually the same, this. approach
appears reasonable and we will adopt it.. . . S S+ O
4.6 . Pipel 8

SCE has argued that as,neW’pipelines«come*intoﬁservice,u54
UEG customers may be able to gain. access to new supply:basins. - SCE-
suggests that if this occurs, it may. be necessary to reconsidex any:
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adopted indexing approach.: DRA argues. that-it.will be: necessary-to”
monitoxr activities concerning new pipelines and capacity brokexing: <
as they may affect the index process and reexamine the index:.-
formula if inaccuracies occux. -CCC argues that UEG customers axe
unlikely to be purchasing noncore supplies on new pipelines, .since .
they own no, rights to capacity on new. lines. AU

At this point, any impact on UEG gas. costs as’'a- result of~
the availability of new pipelines is. speculative. -Since.the method.
adopted in this decision is an intexim approach, we can defexr - . .-
consideration of new p;pel;nes until better information is
available. . o R (AR P
4.7 1 a . T T RS UK IE

- . In its workshop report, CACD recommended that-the . ..

Commission require each utility to submit an annual.report-which ...
indicates the monthly gas price under. the index approach, recoxrded - ..
approach, and the core WACOG. ' The purpose of this document would: .
be to facilitate comp&rison of the different approaches- in
Phase III. SCE offers to file such reports every six months and:
asks that this portion of the proceeding be reopened if a report. -
shows differences between the index and recorded approaches.  DRA. -
proposes that this phase be automatically reopened if-the index is -
found to deviate from recorded costs by 10% over a 6-month period
or 5% over a year.. The QFs have not-supported automatic.. .-
reconsideration of the index methodology. L

‘We will direct.the utilities to file such repoxts on.an.
annual basis. The utility testimony as to the lag between.the time:
when gas’s purchase and the time when the utility can-accurately-. -
calculate its costs suggests that a six-month-report may not.: - o .ox
produce an accurate comparison. A comparison of the index approach .
with historical noncore WACOG figures suggests that, at .a minimum; . -
the index approach accurately tracks the noncore:WACOG rate which
we are.striving to.replace. In addition, it is our intention to . .
adhere to.this interim process until a broader examination-of . -~
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pricing methodologies can occux in:Phase-III. Thus, we 'will not
prescribe a procedure for automatically reopening:this :.phase of the
proceeding. If the utility reports suggest large.differences in
the results. depending on which method is used, we c¢an reopen this
process on our own motions by asking parties to file comments on .
the significance of differences. ~We anticipate that meaningful
comment by the parties would need to be preceeded by a careful.
examination of the calculations offered by the utility. -0
5. Conclusion - - D Lo e

x For the purpose of- calculatlng avoided energy: costs,” we .
will adopt CACD’s recommended index approach to forecasting the
¢ost of gas purchased by UEG customers from sources otheri'than .the
core portfolio. This approval is : subject to the modifications. . .~
described above and is intended to serve as an interim cost'. .
calculation mechanism pending related considerations in Phase .III
of this proceeding. LT s Tl T L

l. The Commission requires that each electric utility post -
quarterly energy price offers for QFs intended to. represent the
utility’s own avoided costs for the. coming quarter. -

2. When the fuel on the margin is natural gasi the utll;ty
must apply to the calculation .its WACOG; if it includes noncoxe gas
in its UEG supplies, then the util;ty*must use the noncore WACOG:
for that portion. S , T L A A

3. '‘Since the gas utilities ceased publishing a: noncore '
portfolio price as of August 1, 1991, a new means must: be adopted
for calculating avoided energy costg. T Lt A

4. In Phase III of this proceeding, we plan to exanine new
pricing methodologies. : Tl T I e N

5. On April 30, 1991, CACD released a workshop report, wh;ch
included its recommended interim approachffor determlnlng “VEG - '
noncore gas costs. R Loy DI
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6. . SCE propeses a new method .fox calculating avoided-enexrgy
costs, relying on recoxded fuel costs incurred by SCEin generatlng
electricity from its oil/gas generating units. .. DL em L e

7. PG&E offers an approach which appears 8imilar to. SCE’s .-
recorded cost methodology. S T PV S I R S

8. DRA supports the utility proposals. Lo R

9. The QF parties support CACD’s proposalr although -some QF&
would propose minor modifications. Lo SR S T e

10. The utilities would ensure that actual fuel costs‘would
not have: an. impact on avoided cost payments until some months after
the ¢osts were incurred. - oo motns cebimoos s oy L0 DA

.1l. The utilities’ proposal would require cumbexrsome.
verification. procedures: to assure: the accuracy of uwtility .
calculations. - - L e e, e

. 12. The utilities’ proposal would encourage: repeated
controversy surrounding the calculations, and subject: QF~paymentS‘?c,
to frequent tinkering and adjustment as the recorded cost, data,ls v
refined. : » . : ERPR T S

13. By. changing from quarterlywto monxhlwaiiings;Jallﬂ*'vw
parties gain the advantage -of allowing avoided cost energy prxces
to be more responsive to changes in gas prices. . Do

- 14.  Posting on the second Monday, effective the second Monday
is the simplest (prices effective the day they are posted), ™
increases the likelihood that the published forecasts will-be
available on time, and provides for prlces that will only be .
applied prospectively. . . . - e SR N ,

15. Although a monthly est;mate of basmn welghtxngs by'the
utilities adds a layer of judgment to the: process, it.is the best

way to increase the accuracy of the monthly enexqy cost: forecast. . .-

. 16. If Canadian sources of gas 'will be used in-a.given month,
the utility should be able to include. a projection of amounts:ofi ..
Canadian gas to be purchased that month. B R e B R ot b
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17. . Several parties have questioned the existence of a.
publication offering a reliable forecast of Canadian prices.

18..- It is not obvious that, over)thewcourserof-timey‘spot-vf'ﬂ
market prices would remain higher than prices offered under- firm.
contracts. R : S I g

19. We are not-convinced that long-texrm contracts.are likely o
to have a significant impact on UEG gas costs -in the short termo:

20. The service level election by the UEG effectively -
determines the full transportation rate. foxr -gas: transported under
the LDC programs. - Sl omon aZnn e S iweenen, te o r

2).. Since SoCalGas and PG&E have held the open.seasons. fox
their programs, the UEG’s sexrvice- level elections: are already’
known. .. - : T R L S SNV A S A

22. It is expected that Transwestexn’s discounting will make '~
its interruptible rates virtually the same as those of El"Paso.

23. At this point, any impact on UEG gas . costs as-a result of
the availability of new pipelines is speculative. S

24. It is our intention to adhere to this. interim process
until a broader examination of pr;c;ng methodolog;es €can .o¢ccur in
Phase IIX. ' e CRE P A T

25. . There will be a gaprof time between Novembex 1, 1991 :and:*
the date on which postings in compliance with this ordexr wouldﬁ‘l°~n
first become effective.

Conclusions of Law LT

1. The concerns that have been voiced about the index
approach can be adequately addressed through modifications to
CACD’s proposal to allow us to apply-the ;ndex:approach on an -
interim basis. : Lo S S S A

2. We are not convinced that the index approach-aSrmodxﬁzed
will produce significant inaccuracies.. . . o ooonsotwd

3. 'The utilities should be required to provide. :specific .
information about the basin welghtxngs.at the time each posting is "
made. e L TUE Y R R s SO R Co it P S U I "
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4. If all parties active .in this .phase of the proceeding can
agree on .other sources of Canadian price: forecast upon which to
rely, we should approve the use of those sources for Canadian’ spot-
market price. forecasting. . 0 seeiom oLl ome e L

5. Unless there is agreement on other sources of Canadian -
gas prices, utilities: should use those.publications that ‘are -the
source of gas prices from Southwest basins and that contain .
Canadian gas .prices. B Lo A

6. The indexing approach proposed by CACD, as modified
herein, is an approprzate interim replacement for the moncore WACOG.
and should be adopted. - R VI HL L U S VY SOV A S

..This. oxder should be effective immediately to: .enable then:
electrxc utilities to post avoided enexrgy cost offers consistent:
with this oxder in November -199X... ..~ .= ...~ .. =7 o

8. The current avoided cost prices should remainﬂim“force
until the first postings. ;n.compl;ance with this ordex’.become .
effect;ve. : o S L P T S ORI SR NV

‘Beginning Janua:y 31, 1993 and annually thereafter, ‘each
electrxc ut;l;ty procuring gas outside of the core portfolio shall
submit a report comparing the gas prices calculated using the index !
approach adopted in- this decision with recorded gas.coats, and ;f
applicable, the core WACOG.. RIPEE S L

QRDER

;XT IS 'ORDERED thm:,“ R S RNy PPN Tot ‘

1.. The -index :approach for - calculat;ng the noncore:gasg:; ' CLAL

component of avoided energy costs shall be adopted, as modxf;ed‘mn
this decision. -~ .. . . ow- L acs e s LR ORI

2. Beginning in November, 1991, the electrlc utxl;t;esthall !

post avoided. cost price offers monthly on the second Monday of each

month, to become effective on. the. second Monday of the'month .and . .-

remain in force until the effective date of the next posting.
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3. Monthly posting shall include the following information

to help explain the forecast:

a. The most ¢current UEC nominations undexr the
appropriate gas utility’s service level
program;

Foxr gas purchased outside of core
subscription, a forecast ¢of how UEG
requirements will be met, specifying the
basin and veolumes they expect to flow from
that basin.

¢. In each instance, the pipeline utilized.

d. Documentation of the UEG’s actual takes in
the prior month.
4. The current avoided cost price offers shall remain in
force until the first postings in compliance with this orxdex

becomes effective.
This order is effective today.
Dated October 23, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President

JOHN B. OHANIAN
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners
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